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BEFORE THE ARIZONA CORPORATION COMMISSION

| TEFF HATCH-MILLER

Chairman ; . S
WILLIAM A. MUNDELL Arizona Corporation Commission
Commissioner . ; ’ :
MARC SPITZER =~ - DOCKETED
Commissioner , ’ 2
MIKE GLEASON | MAR 2 3 2006
- Commissioner e
KRISTIN K. MAYES ~ ] DOCKETED BY (‘kq/
Commissioner ' : 3

IN THE MATTER OF THE APPLICATION DOCKET NO .E-Oi345A-05-0895

"[|lOF ARIZONA PUBLIC SERVICE : ' . 68597

COMPANY FOR PRE-APPROVALOF ~ |  DECISIONNO.

{|COST RECOVERY FOR PARTICIPATION )  ORDER

IN THE TRANSWESTERN PIPELINE

{{PHOENIX PROJECT

Open Meeting : _
March 15 and 16, 2006 ' .
Phoenix, Arizona
BY THE COMMISSION: |
| |  FINDINGS OF FACT E |

1. Arizona Pubhc Service Company (“APS”) is engaged in prov1d1ng electricity |
service within portions of Anzona pursuant to authonty granted by the Arizona Corporatlon
Comm1ss1on( ‘Comrmssmn”) o ; |

2. On December 16, 2005 APS ﬁled for Comm1ssmn pre-approval of cost recovery
for participation in the Transwestem Pipeline . Phoenix natural gas plpehne project (“Phoemx
Project”). APS has provided certam information to the Commission pursuant to a conﬁdentlahty
agreement. | | | .

3. The Phoenix‘.Project 1S a new project ‘.which Transwestern Wbuid ﬁndertake,_ -
comprising a combination of some existing»pipeline capacity m some seglnehts,‘ and ,som'e,,hew'

construction, including a lateral running down into the Phoenix metro area.
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4, APS’ filing is pursuant to the Commission’s Notice of Inquiry on Natural Gas

Infrastructure (“NOI"’) which the Commission initiated in April 2003 to consider issues related to

Il naturat gas infrastructure and their 1mpact on natural gas service in Arizona.

5. On March 2 -2006, Staff filed its Staff Report in this matter, containing Staft’s

_ evaluation and recommendat1ons regardmg the APS filing.- A conﬁden’ual and a redacted version

of the Staff Report have been put forth.

' 6. Traditionally, Arizona shippers have received v1rtually all of their interstate
pipellne service on the El Paso Natural Gas Company (“El Paso”) p1pe11ne system, comprising a |
northern system, a southern system, and a number of laterals. A small amount of northern Arizona

demand is serviced via the existing Transwestern and Southern Trails pipelines, but El Paso has a

I monopoly on natural gas service in central and southern Arizona, including the Phoenix metro

area.
7. Service on El Paso has undergone a great deal of change and uncertainty in recent
years and such change is likely to continue in the near future as FERC considers El Paso’s current

rate‘proceeding and other matters. Issues of debate in recent years on the El Paso system include

|Ithe allocation of delivery rights' at Topock, elimination of full requirements rights for large East-

of-California shippers, California’s pursuit of market manipulation allegations against El Paso and
others, 1mplementatlon of Order 637 provisions on the El Paso system and a host of issues being
addressed in the current El Paso rate proceeding at FERC |

- 8. A fundamental difference 1n circumstances between Cahforma and Anzonak
shlppers 1S that Cahforma shippers have a variety supply options beyond El Paso while Arizona .
shlppers including APS, generally do not have such opt1ons Such an advantageous posmon for ->
Cahforma has resulted in California shippers being able to negotlate dlscounted rates with El Paso,
with Arizona shippers, mcludmg APS, likely to be looked upon to pay for such discounts.

- 9. Introduction of some level of pipeline competition into central Anzona,‘ uia a

project such as the proposed Transwestern Phoenix Project, would diversify Arizona’s natural gas

||infrastructure, would provide Phoenix area shippers with a competitiVe option, would provide
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additional access to cheaper San Juan gas, could lead to creation of a market center for natural gas
pricing in Anzona N

- 10.-  The Staff Report discusses a vanety of issues mcludmg the detalls of the proposed

: Phoenrx lateral background information, Anzona s competitive position in the Southwestern

|| natural gas market the 1mpact of the proposed pI'O_]eCt on Arizona natural gas- supphes

implications of El Paso’s current rate proceedrng before FERC, rehablhty issues, the agreement
between APS and Transwestern a cost ana1y51s of Transwestern service to APS cost recovery for

APS, nght-of-way and construction 1ssues in Arizona, comments and filing by partles APS’

. apphcatron in the broader scope of the Transwestern project, the Commission’s NOI and its

relatlonshlp to APS’ apphcatlon what pre- approval means, the 1mpact of pre- approval on APS’.
level of risk, and Staffs conclusions and recommendations. Several appendices are attached to the
Staff Report, discussing the siting process for an interstate pipeline in Arizona and providing a
sensitivity analysis regarding the cost of Transwestern service to APS
1. In response to the serious 1ssues facmg Arizona’s natural gas service both now and
in the future, the Commrssmn initiated the NOI in April 2003. Through the NOI, the Commrssron
has conducted several workshops and has received a good deal of input at a number of points in |
the process from a variety of interested partles ‘ . , .
12. On December 18 2003 ‘the Comm1ss1on 1ssued its Policy Statement Regardrng
New Natural Gas Pipeline and Storage Costs. This pohcy statement addressed a number .o-f issues
including supply/infrastructure diversity, supply/infrastructure }planning, the 'Corn"mission’s
approach to new infrastructure projects, the general Commrssron approach, individual utility

circumstances, and reportlng ‘The policy statement also indicated that the traditional method of

[futilities participating in infrastructure projects and then later having the Commission review such

participation is the preferred rnethod, but given Arizona’s natural gas infrastructure circumstances,
the Commission would consider applications for alternate cost recovery treatment, includingL ‘pr'e-
approval. _

‘13. APS’ filing addresses many of the topics which the Cormnission’s December 18,

2003, Policy Statement Regarding New Natural Gas Prpehne and Storage Costs 1dent1ﬁes
68597
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14.  APS’ application requests pre-appfoval of speciﬁc costs related to the Tfanswestern
capacity, including the reservation charge, volumetric rate, fuel rate, and applicable surcharges. ‘
15.  On December 14 2005 APS entered into the Phoenix Project expansion agreement

with Transwestern The currently prOJected t1rnel1ne for the Transwestern project 1s that- '

- Transwestern Would ﬁle for FERC in August 2006 begm constructlon in July 2007 and |

commence operatlons in Apr11 2008 :
16. The precedent agreement contains a Vanecy of fermination"rights for both APS and 1
Transwestern, which either party can exercise at various points in the process |
17.  Inherently any assessment of the relatwe merits of a new plpehne into central

Arizona is difficult due to a variety of uncertamues regardmg future costs and “operational

{| conditions on the El Paso system, future commodlty costs, cost dlfferentlals between supply

basins, and other factors, some of which are not easily quantified, including the benefits of p1pe-
on-pipe cofnpetition. | e

- 18. APS has. estimated that acquisition of the Transwestern capacity,b in cornparison rto
taking service from El Paso, would result in additional costs of approximately $2 million, or 0.66
percent, in 2009, and approximately $1. 1’ nxillion or 0 37 percent, in 2015. Such estimates are
based upon a number of assumpuons 1nclud1ng an assumed differential of $0.10 per decatherm
between the San Juan and Permian basins. Vanatlons in the assumptlons could change the
comparative costs, possibly making the total gas supply cost from taking service from'
Transwestern less than the total gas supply cost ﬁom taking service from El Paso. ’

19.  Using APS’ base case projections, the additional 'cost' of taking service from
Transwestern would result in a customer impact on a average E-12 residential customer of
approximately $0.58 annually, or less than five cents per month. |

20. The Commission has previously pre-approved recovery of costs for pipeline
capacity on a new pipeline in Arizona for APS and Southwest ‘Gason the preuiously proposed
Kinder Morgan Silver Canyon pipeline, a proj ect which was eventually discontinued.‘

21. Acqu1s1t10n of capacity on the proposed Phoenix Project by APS would play a

51gn1ﬁcant role in movmg the proposed prOJect forward
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~The Staff Rep’ort kcontains the following proposed conditions:

The Commission retains full authority to review APS’ gas procurement

*activities, including its management of all pipeline capacity and related

activities, recognizing that the Commission is pre-approving the underlying
acquisition of the Transwestern capacity during the initial 15-year term of the
agreement with Transwestern. - The pre-approval being granted in this
proceeding would expire upon completion of the initial 15-year term.

‘The impact, if any, on APS’ risk pfoﬁle fesultin'g from pre-approval of costs

related to Transwestern Phoenix Project capacity would be considered within
the context of future APS rate proceedings.

APS shall file a status report on the Transwestern Phoenix Project and APS’

‘participation in the project with the Commission every six months until either

APS begins taking service from Transwestern or APS’ participation in the
project 1s terminated.

APS shall notlfy the Commission, within ten day of when the exact volumetric

and fuel rates, applicable for APS when APS begins service with Transwestern,

are set for the Transwestern pipeline.

'APS shall notify the Commission within ten days of each of the following | .
- events regarding the Transwestern project: a) Transwestern filing with FERC
- for approval of the Phoenix Project, b) FERC granting approval of the Phoenix |

Project, ¢) Transwestern beginning construction of the Phoenix Project, d) |

- Transwestern completing construction of the Phoenix Project, and e) APS
beginning to take service from the Transwestern Phoenix Project. :

'APS shall notify the Commission if at any time either APS or Tr:answesterh

exercises termination rights pursuant to the precedent agreement or if any other
events significantly impact APS’ participation in the Transwestern Phoenix
Project, within ten days of any such action. ,

Pre-approval of the specific costs related to APS’ acquisition of capacity on the
Transwestern Phoenix Project is granted based upon the specific and unique
conditions considered in this application and will in no way corhmit or
predispose the Commission regarding any future considerations of pre-approval
of costs. Rather, the standing presumption would be that the Commission
would not grant pre- approval in future proceedings, absent a careful
consideration of unique, serious, and 1mportant circumstances Wthh would
requlre such action.

None of the pre-approved costs will be passed on to APS’ ratepayers until all of

- the followmg occur:

68597
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o The Transwestern Phoenix Project is built and operational
o APS is receiving service on the Transwestern pI'O_] ect consistent with the
' precedent agreement and this order.

23. On January 9, 2006, Transwestern ﬁled comments in th1s proceedlng, suppomng - |
APS apphcatlon 5 ‘ ‘ | ' |
o4 On January 13 2006,  El Paso filed for mterventmn in this proceedmg On
J anuary 26, 2006 El Paso was granted mterventlon in this proceedmg
25. Staff beheves that APS’ pamcxpatmn in the Phoenix Prolect is reasonable g1ven
information available at thls time. ‘
26. Staff has recommende_d that the Co‘mmission pre-approve recovery of APS’

reservation specific costs related to the Transwestern capacity at issue in this proceeding, including

1| the reservation charge, volumetric rate, fuel rate, and applicable surcharges, subject to certain

conditions.

- CONCLUSIONS OF LAW

1. APS 1s an Anzona pubhc service corporatlon w1th1n the meaning of Article XV

_ Sectlon 2 of the Arizona Const1tut1on

2.  The Comm1sslon has Junsdiction vover’ APS ahd over the subject matter of the | g
application. .
3. . The Comm1ssmn havmg rev1ewed the apphcatlon and Staff’ s Memorandum dated |

March 2, 2006, concludes that it is in the public interest to approve the request for pre-approval of
the reservation charges, volumetric rate, fuel rate, and apphcable surcharges related to the

Transwestern capacity at issue in this proceeding.
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, ORDER
ITIS THEREFORE ORDERED that APS’ recovery of the reservation charges volurnetnc ,
rate, fuel rate and apphcable surcharges related to the Transwestem p1pehne capacrty at 1ssue in

this proceedmg be and hereby is pre—approved for cost recovery, as drscussed hercm

ITIS FURTHER ORDERED that thls Order shall be effectlve 1mmed1ately

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

/7%”@% A%mw

|| DISSENT:

CON[MISSIONER
%E %\/ w I/f i A ‘ /" % M; »
ONHVIISSIGNER : o CONIMISSIONER : : COMMIS#AONER

~IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have

- hereunto, set my hand and caused the official seal of this
Commission to be afﬁxed at the Capitol, in the City of

: Phoemx this Q day of MMC}\ : ,2006. -
-BRIAXC.McNEIL/N

Executive Director

| DISSENT: _ R SRR S .

|BGI:RGG:Ihm\KL
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SERVICE LIST F OR Arizona Public Serv1ce Company
DOCKET NO. E-01345A-05-0895

Ms. Karilee Ramaley T
Arizona Public Service Company =

1400 North Fifth Street

Mailstop 8695
Phoenix Arizona 85004

I Mr. Norman D. James PR R IR
|| Attorney for El Paso Natural Gas Company N
3003 North Central Avenue, Suite 2600

(| Phoenix, Arizona 85012 :

B : Mr Emest G. Johnson

Director, Utilities Division

|| Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Mr. Christopher C. Kempley

Chief Counsel _
Arizona Corporation Comrmssmn '
1200 West Washington ‘
Phoenix, Arizona 85007
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